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HE “COLOSSUS OF THE NORTH,” as Latin Americans once 

called the United States, no longer seems quite so awesome to 
its southern neighbors. Although Latin American governments 
are still wary of treading on its toes, the giant is increasingly 
perceived as a crippled nation—in hock to Europe and Japan, 
living beyond its means and incapable of forming an intelligent 
foreign policy. 

With so much experience of American intervention—71 U.S. 
military invasions since 1850—there 1s a certain deja vu in Latin 
America about the CIA-backed contra war against the Sandinista 
government in Nicaragua. Yet it’s clear the Americans are not 
winning: the Empire has struck back and still the Sandinistas 
remain in power. The only recent hemispheric policy ‘‘success”’ 
Washington can claim is the invasion of Grenada, a speck of an 
island in the southern Caribbean with a populace of slightly more 
than 100,000 impoverished peasants and fishermen. But playing 
macho in such a situation has only made Tio Sam look ridiculous. 

For the Latin Americans such antics underline the “decadence of 
the American Empire,” in the words of Zona, a Colombian maga- 
zine. Accustomed to hearing the gringos dismiss them as back- 
ward, Latin Americans are amused—and not a little pleased—to 
see the United States confronting the same economic difficulties 
they have experienced, only on a much larger scale. Whatever may 
be said of the Spanish Empire, it lasted several centuries, whereas 
the Americans’ bid for imperial power has proved a chimera. Since 
World War II, the United States has come full circle from the 
world’s richest country to a nation beset by economic problems, in 
large part because of the spurious notion that it could police the 
planet. 


Contrary to the belief of post-war empire builders that military 
spending would insure domestic prosperity, it has proved to be the 
ruin of the United States—as well as the Soviet Union. The eco- 
nomic balance has shifted to Japan, which has shown itself wiser 
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than the United States in two crucial areas. First, the Japanese have 
not thrown huge sums of money down a black hole called de- 
fense—wealth that is forever lost because it does not recreate. As 
observed in a recent report by the Worldwatch Institute, a respected 
Washington think tank, “Japan is moving toward a position of 
global economic supremacy”’ because it does not have “‘an impos- 
ing military sector to sap investment capital and scientific and 
managerial talent.’”’ (On average one-third of U.S. government 
revenues are siphoned off for military spending.) 

Today Japan’s exports are nearly double those of the Soviet 
Union. U.S. exports, after a reduction for foreign claims of subsid- 
laries abroad, are only one-third those of Japan. 

The logic of this situation is that if the United States and the 
Soviet Union do not stop the arms race, they will either blow up 
the world or simply sink below Japan’s Rising Sun from the 
burden of their arsenals. Even though huge military forces have 
grown increasingly impractical, dozens of nations have been 
dragged into the arms race. In the past 25 years the annual global 
outlay for arms has gone from $400 billion to $940 billion. ‘The cost 
now exceeds the entire income of the poorer half of humanity. 

The second factor in the success of the Japanese is their willing- 
ness to invest in their own country. In contrast, the United States’ 
recent record in developing its human resources makes it look 
increasingly like a Third World nation. For example, it is now in 
11th place in world per capita income, 46th in literacy and in the 
hundreds for child and maternity care. 

America has lost much of its industrial base because U.S. com- 
panies “‘have either shifted output to low-wage countries or come 
to buy parts and assembled products from countries like Japan that 
can make quality products at low prices,’ says Akio Morita, 
chairman of Japan’s Sony Corp. 

The result, says Morita, is a “hollowing of American industry”’ 
that has led the United States to “abandon its status as an industrial 
power.” 

Indicative of how much the United States has declined as an 
economic power, it became a debtor nation in 1985 for the first time 
since 1917. Like Latin American countries, Uncle Sam has bor- 
rowed huge sums from foreigners in order to finance government 
spending. U.S. economists calculate that the United States’ foreign 
debt will hit the $1-trillion mark by 1990 and that total debt, 
including internal liabilities, will top $2 trillion. The figures are so 
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astronomical that they are beyond the ken of ordinary people and, 
apparently, most legislators. 

The International Monetary Fund (IMF) paints a somber scena- 
rio for the United States of one or all of three unpleasant 
possibilities—higher taxes, higher interest rates and / or higher 
inflation. More taxes will be needed for interest payments on the 
debt, and because debt is pegged to floating interest rates, the 
United States could end up in the same dilemma as the Latin 
Americans, who have had to pay much more for loans than 
originally anticipated. Foreign lenders could also demand higher 
rates for their money because of lower credit ratings, as has already 
happened to many U.S. banks, which now pay significantly 
higher interest for loans than European banks. 

Forced to earmark ever larger portions of its income for debt 
repayment, the government—like many corporations and individ- 
uals—will find it increasingly difficult to make ends meet. Interest 
payments to the United States’ foreign creditors, for example, were 
$18 billion in 1984 and are expected to top $30 billion by the end of 
the decade. If foreign capital flees the country, as the IMF has 
warned, interest rates will skyrocket as government, corporations 
and consumers compete for scarce resources, producing an even 
worse recession than that during the Carter administration when 
high interest rates sharply curtailed business investment. The ex- 
perience of other countries shows that, when interest costs become 
so burdensome that no amount of budget cuts or tax hikes can 
make a dent in the debt, governments are tempted to increase the 
money supply in order to buy back, or ‘“‘monetize,”’ the debt. But 
the consequence 1s hyperinflation. 

The debt financing problem afflicting both the U.S. govern- 
ment and banks has serious implications for Latin America’s 
economies as well. There was a time, in the 1970s and early 1980s, 
when U.S. bankers willingly loaned billions of dollars to any 
tin-hatted dictator; in some cases, such as Mexico, they persuaded 
governments to borrow much more than needed. Bankers gave 
little thought to whether these countries could repay because they 
worked on the theory that the Treasury Department or, more 
precisely, the taxpayer would have to come to the rescue if a serious 
problem developed in Latin America. That the belief is well- 
founded 1s shown by Washington’s bailout of Continental Illinois 
National Bank, which the government was forced to take over in 
1984 when the bank collapsed because of questionable manage- 
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ment practices and huge loans to Latin American countries that 
could not even pay the interest. 

One-third of the Latin American debt is owed to nine large U.S. 
banks, and their loans equal 164.8 percent of their total capital. 
Whatever these banks tell their stockholders, Moodys Investors 
Service, which closely monitors the banks’ performance, has 
down-graded its ratings of several of them. The figures tell why. It 
would take only one large debtor to wipe out the banks’ entire 
capital by defaulting on its loans—and many important Mexicans, 
Brazilians and Argentines (the three countries with the largest 
debts) believe the only solution is to declare a moratorium. 

Today Latin American countries owe $370 billion—a sum so 
astronomical that Catholic bishops, business and government 
leaders of all political persuasions unanimously agree it 1s impos- 
sible to pay the interest, much less the principal. 

Although most of the Latin American debt was originally con- 
tracted at interest rates of 5 to 6 percent, the catch was that rates 
could go up or down—or “float” in bankers’ parlance—depending 
on how U.S. rates performed. In the 1980s, when Washington 
borrowed heavily in the U.S. markets to finance the deficit and 
military spending, interest rates shot up to 2] percent because there 
were more borrowers than lenders. Thus Latin American govern- 
ments found themselves in the position of having to pay four times 
as much interest as projected. And because of the downturn in 
international prices for their commodity exports, they had to 
borrow even more to make up the difference. 

Latin American economists argue that a large part of the bal- 
looning debt is unreal—money the Latin Americans had never 
received but that was added to their account because of the rise in 
U.S. interest rates. They make a strong case to show that the 
impoverished Third World has transferred billions of dollars to the 
United States to help finance its public deficit. 

After five years of harsh economic austerity and a sharp increase 
in poverty because of the need to meet interest payments, Latin 
American countries find that their debt has actually increased! 
Although the region exported $106 billion in scarce capital to the 
First World between 1981 and 1985, according to the United Na- 
tions Economic Commission for Latin America and the Carib- 
bean, the debt grew by more than $50 billion in the same period. 
Latin American leaders warn that if governments continue to 
bleed their economies, social unrest will explode. They also believe 
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such pressures could end the recent trend toward democracy by 
encouraging a resurgence of military dictatorships. 

Cardinal Paulo Evaristo Arns, leader of the Catholic church in 
Sao Paulo, Brazil, the world’s largest archdiocese, speaks for his 
fellow bishops when he says he “‘cannot accept the creation of a 
sub-race or the death of millions’’ because of an unjust interna- 
tional economic system. 

His fears are not exaggerated, as shown by the plight of many 
countries. In Bolivia, for example, where the inflation rate was an 
astounding 20,000 percent in 1985, the economy is 1n the sixth 
consecutive year of decline. Half of all children under six years of 
age live in conditions of such severe malnutrition that many suffer 
irreversible brain damage. More than one-quarter of peasant chil- 
dren die in their first year. 

Nearly 130 million Latin Americans live in such dire poverty, 
and if there is no significant change in international trade and loan 
conditions, the number will rise to 170 million by the century’s 
end. 

In almost every Latin American capital the same graffiti shouts 
from the walls: “Get out, IMF’’—meaning the International 
Monetary Fund, which serves as international policeman for First 
World banks. Riots protesting debt repayment are common, re- 
flecting the resentment of Latin Americans, who do not under- 
stand why they must suffer hunger and sickness to repay loans 
made to dictators who repressed them, bankrupted their economies 
and sent much of the money to secret accounts in Switzerland. 

“We're always asking ourselves, we housewives: What did we do 
that we have to pay this foreign debt?” explained the head of a 
federation of shantytown housewives in La Paz, Bolivia. “Is it that 
our children have eaten too much? Is it that our children have 
studied in the best schools? Or have they worn the best clothes? 
Have we gotten better houses? Or have our salaries been too high? 
We all shout in unison: No! 

““We’ve never eaten much, we haven’t dressed better, we don’t 
have better houses, or even medical care. So, who has benefitted? 
Why are we the ones who have to pay that debt?” 

Who has benefitted? The local military; foreign, primarily U.S. 
banks, which made huge profits on the loans until the Latin 
American countries ran out of money and could no longer pay; 
and the U.S. government, which played a major role in pushing 
up interest rates. 
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‘The State Department and the Treasury are beginning to worry 
about a debtors’ revolt, however. Secretary of State George Shultz 
has admitted that Third World countries cannot “continue to pull 
in their belts indefinitely in order to be net exporters of capital.” 
And Treasury Secretary James Baker has proposed a three-year $29 
billion loan program to help Latin America. 

The problem with the “Baker Plan,” as it is known, is that U.S. 
banks are unlikely to lend more money without a U.S. government 
guarantee against default—meaning that American taxpayers will 
again be asked to pick up the bill. And even $29 billion will not 
solve Latin America’s problems since it would not begin to cover 
interest payments, never mind the principal. Mexico alone needs 
billions of dollars to avoid bankruptcy because of the collapse in 
oil ‘prices. 

Even had oil prices not fallen and other commodity prices risen 
significantly, the picture would not have been much different. The 
Latin American debt is now so large that, although governments 
spend two-thirds of their export income to service it, they are still 
falling behind in the debt race. The only way out of the trap, say 
Latin American bankers, is to reduce payments to a reasonable 
percentage of export earnings to give governments sufficient funds 
to restart their depressed economies and provide some basic needs 
for the impoverished masses. 

Meanwhile, Mexico—which nearly went bust in 1982 when the 
government ran out of money—has been in “involuntary morato- 
rium”’ on its $97 billion debt since the fall of 1985, and Ecuador, 
which also depends on oil for most of its income, has declared a 
temporary moratorium. Other countries, such as Bolivia and 
Costa Rica, have simply stopped paying. 

Although U.S. bankers have threatened dire consequences in the 
event of a formal moratorium, including the seizure of government 
properties such as shipping and airlines, a consensus 1s emerging 
among Latin American presidents that the alternative—social 
upheaval—is much worse. Indeed one president has already been 
overthrown for giving in to the foreign banks. 

A group of 1] debtor nations has been meeting regularly since 
mid-1984 to explore solutions, possibly including a regional mor- 
atorium. Religious leaders would undoubtedly support any move 
to lessen the burden of debt payments. Even the conservative 
Mexican bishops have stated that ‘‘the only option to get out of the 
long crisis confronting the country”’ 1s to stop payments. 


478 


When Republics Go Bananas 


The church’s influence in Latin America, where 90 percent of 
the people are baptized Catholics, is bound to lend respectability to 
the once unthinkable idea of a moratorium. But as noted by 
Panama’s Archbishop Marcos McGrath, “‘Squeezing a people who 
cannot produce more is no way to get a debt repaid. ‘To treat the 
debt in exclusively monetary and economic terms,” he said, “‘is to 
promote a social revolution of tremendous consequences. ” 

The debtor countries are also beginning to link the political 
consequences of the debt crisis to the Central American wars. As 
pointed out by regional analysts, Mexico plays an important role 
in Central America, but its stabilizing influence would cease if its 
economy collapsed as a result of the twin pressures of debt pay- 
ments and the sharp fall in oil prices. 

Although the Reagan administration has acted on the theory 
that conflict can be limited to Central America in what Washing- 
ton euphemistically calls ‘low intensity warfare,” the foreign debt 
could destabilize all Latin America. “The vision of Latin America 
has been distorted because it has become Central Americanized,” 
said Peruvian President Alan Garcia. ‘““There is more to Latin 
America than Nicaragua, and one should not be obsessive about 
the Soviet threat in Nicaragua. If the [United States’] vision of 
Latin America doesn’t change, it will have to face in a few years an 
array of hostile governments in the region, whether from the left or 
the right, democracies or dictatorships.” 


By the end of the century there will be 650 million Latin Amer1- 
cans, compared to less than 300 million North Americans. Two- 
thirds of Latin Americans earn less than $100 a month, and that 
situation is not going to improve as the century progresses. Mul- 
lions of these people are hungry, in large part because most of 
Latin America’s food production is exported to the rich countries, 
particularly the United States. And hunger is what is driving so 
many Latin American immigrants across the U.S. border, includ- 
ing two million Mexicans who enter the United States illegally 
each year in search of temporary jobs. Some U.S. analysts argue 
that Latin America, because of its burgeoning population, could 
become to the United States what China 1s to the Soviet Union—a 
threat based not on military supremacy but on numbers. 

But Latin America need not be a threat. Cardinal Arns, for one, 
argues that the United States’ fear is actually the cause of most of its 
problems with Latin America—fear that its banks may fail because 
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the poor Latin Americans are unable to pay the debt, fear that its 
industries may be nationalized and fear that Latin America may 
revolt against U.S. domination. All these fears, he said, are lumped 
together in the East-West conflict, when in fact Latin America’s 
dilemma cannot be defined by the choice between capitalism and 
communism. ‘We are not in an ideological struggle between East 
and West,” Arns explained. ‘““We are hungry. We are ill. We are 
homeless. We are illiterate. We want to live. We want our children 
to be nourished in mind and body.”’ 

Arns believes that to achieve a decent standard of living Latin 
Americans must seek their own political and economic solutions 
instead of bowing to the imposition of foreign models from Eu- 
rope and the United States that do not fit the region’s cultural and 
historical needs. But talk of political and economic alternatives is 
unpopular in Washington because it comes uncomfortably close 
to the truth—to the reason for the fear in the United States and a 
foreign policy based on militarism. 

Since World War II, when policy makers began to expand U.S. 
hegemony in the Third World, Washington’s strategy has been 
based on a huge military presence to prevent the spread of nation- 
alism (or what Americans call patriotism). Nationalistic govern- 
ments in the Third World tend to prefer a nonaligned policy, may 
want to experiment with new forms of government and are usually 
tougher about the terms for foreign investment—which in the 
Latin American context means U.S. investment. That is the real 
reason for the Reagan administration’s animosity toward the 
Sandinistas. Nicaragua is no military threat to the strongest nation 
in the hemisphere, but the revolution does stand for political and 
economic alternatives. Not only is it leftist, but its mixed economy 
is out of step with the rest of Central America, which depends on 
U.S.-dominated market economies. 

That domination is the bottom line for the United States in 
Central America has been clear since the 1980 presidential elec- 
tions. Through all the demagogic rhetoric, we keep hearing how 
the Carter administration “‘lost’’ Nicaragua and how Reagan 1s 
determined to “keep” El Salvador and “‘regain” Nicaragua. But no 
U.S. president can lose, keep or regain another sovereign state 
unless he thinks he owns it. 

The cost of playing the bully in Central America has been far 
greater than most Americans realize. For example, the U.S. image 
in Latin America—never good—has been severely tarnished by the 
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contra war. Some Latin Americans, including heads of state, re- 
gard Reagan as the most dangerous president since Teddy Roose- 
velt. Washington has plain lied to the American public when 
claiming that the Latin American countries support U.S. policies 
in Central America. On the contrary, the overwhelming majority 
of the region’s governments, including those in Central America, 
oppose Washington’s warmongering. 

American taxpayers are also paying a high price for Washing- 
ton’s jingoism. A recent MIT study, for example, shows that when 
all the costs are added in, including military exercises by U.S. 
troops and U.S. army construction in the region, particularly 
Honduras, the bill comes to about $9.5 billion, or eight times the 
officially acknowledged figure. And what have taxpayers to show 
for their money? Fourteen thousand dead Nicaraguans, most of 
them innocent civilians and their children, and the ruin of the 
Nicaraguan economy. 

European and Latin American governments have long argued 
that Washington would achieve more in Central America by using 
the carrot—trade and aid—than the stick. But such a policy would 
mean a deviation from a course pursued since World War II that 
has always put greater reliance on military solutions than diplo- 
matic or economic strategies. Although President Reagan is an 
extreme example of such a course, the Democratic leadership has 
shown itself only marginally different, as demonstrated by its 
uncritical response to Reagan’s bombing of Libya and, earlier, to 
the invasion of Grenada. 

One of the myths that has supported this military strategy is that 
the United States has to train and arm the developing nations to 
enable them to withstand a communist threat. In Latin America, 
as elsewhere in the Third World, this has led to the transfer of 
organizational and technical skills to one institution, the military, 
and not to these countries at large—thereby aggravating the im- 
balance between weak civilian institutions and a strong military 
and inevitably encouraging the armed forces to believe they are 
more capable of running governments. 

Far from a stabilizing force, the Latin American military is the 
single biggest obstacle to the growth of strong democracies. Be- 
cause of constant coups, most Latin American countries have had 
no opportunity to develop such basic institutions as a congress, a 
responsible press or a civil service. National constitutions are 
constantly being thrown out by the dictator of the moment, and the 
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legal system becomes a joke when it is based on corruption and 
military favoritism. In the short term, of course, a military regime 
may give U.S. corporations special advantages, but the companies 
are bound to pay in the end when another government, in angry 
reaction, nationalizes them—as U.S. oil companies have learned to 
their grief. 

Another myth in Washington’s militaristic policy toward Latin 
America is that strength means large armies and expensive 
equipment. In recent years the arms race has cost the Latin Amer1- 
cans nearly $16 billion annually— an absurd and cruel price for a 
region in which most people cannot expect to earn $1,200 1n a year. 
Military spending accounts for the largest part of Latin American 
budgets, whereas health and education get hardly anything. And 
what is the point of this military buildup when Latin America 
does not face any threat of external aggression, unless it 1s from the 
United States itself? 

Such huge military outlays have not contributed to strong econ- 
omies but, on the contrary, are a major item in the Latin American 
foreign debt. They have not resulted in a better educated and more 
productive population or greater prosperity and national identifi- 
cation. If anything, they have been a drag on the development of 
Latin American society. 

Much the same analysis applies to the United States, where a 
narrow militaristic mentality expects everyone to conform to Cold 
War goals that are outdated and were arguably erroneous in the 
first place. As the Worldwatch Institute points out, national secur- 
ity can no longer be defined in terms of the number of missiles a 
country has or the people under arms: the real basis of security is 
economic. The United States’ own history proves this—the history 
of a young nation that grew to be a world power because of the 
dynamism of its industrial machine, the innovativeness of its 
managerial class and the abilities of its work force. 

Americans have turned their backs on that history to search in 
vain among the stars, like some sorcerer of old, in the belief that, if 
the government only spends enough money, it can cast a celestial 
net around the United States to deter military attack. The idea, 
known as the Strategic Defense Initiative or, more popularly, as 
Star Wars, is both dangerous and unrealistic, as many U.S. scien- 
tists have warned. But whether it would work was never the first 
consideration, since the idea was obviously a good vehicle to 
squeeze more money out of the taxpayer— $4 billion to date, 
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another $5 billion in 1987, $90 billion by 1994 and more than $1 
trillion at the fictional point when the project is declared finished. 
And the $4 billion spent so far is only a small part of the money that 
has flowed into the Defense Department’s coffers since Reagan 
took office. The total sum—incredible as it may seem—is $1 tril- 
lion. Yet the Defense Department wants another $2 trillion over the 
next five years—an amount equal to the United States’ foreign and 
domestic debt by 1990, not counting those additional military 
expenses of course. 

Where is all the money going, and for what purpose? 

Studies of the Defense Department’s contracting system provide 
some useful clues. They show that 87 percent of the Star Wars 
contracts in 1983 and 1984 went to ten companies, seven of which 
are among the Pentagon’s top private arms contractors. Seventy- 
seven percent of the prime contracts went to states or districts 
whose representatives or senators sit on the armed services commit- 
tee and the defense appropriations subcommittees. Most of the 
major contracts were not adjudicated in public bidding but were 
negotiated directly with the Pentagon. 

As noted by E.P. Thompson, a U.S. author who has written 
extensively on Star Wars, the growth in anti-nuclear sentiment in 
the United States encouraged the arms giants to look ahead to the 
next decade when there might not be so many orders for the MX, 
the Midgetman and other such nuclear weapons systems. What 
would they do when their order books were empty? The answer, 
said Thompson, was “‘to go into space and pretend it was for 
defense.’’ Hence all the hype by the arms lobby about space as the 
“frontier of technology” and how military spending will turn the 
economy around because of the spinoffs from Star Wars that will 
lead the country into a third industrial revolution. 

In fact the Star Wars spinoff is more likely to be a rip-off. Not 
only will it be used as a shield against serious disarmament talks 
with the Soviets, many of the resulting products will be high-tech 
gadgets with no possible civilian use. ‘‘What possible civil organi- 
zation,” asks Thompson, “could require a seventh-generation 
computer performing at thirty gigaflops a second, unless perhaps 
the police?”’ 

While military research has produced some secondary civilian 
benefits in the past, rarely have they warranted the military costs to 
develop them. Japan and West Germany, in contrast, have relied 
on civilian research for the development of their high technology. 
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The cost of funding Star Wars and all the other grandiose 
military projects is already taking an enormous toll on spending 
for welfare, health and farming, child nutrition, urban and rural 
development, job training, Medicare—or almost every aspect of 
American life. If the Reagan revolution succeeds, the United States 
will be a very different society by the end of this century—a society 
with a small class of extremely wealthy individuals, a rapidly 
declining middle class and an enormous pool of poor people. It 
could be similar in some respects to the society of 1930, before the 
New Deal and subsequent social legislation, but it would also be 
more divided and resentful for having experienced an earlier 
prosperity. 

As E.P. Thompson observes, ““The military-bureaucratic-indus- 
trial complex is very powerful. But it is not all of America, nor all 
of its industries.” Nor does it have to win—provided, of course, that 
Americans stop believing in the myths of an empire that was built 
on quicksand. Wealth for a few Americans—not prosperity for 
all—has been the consequence of a military-political strategy to 
dominate a world similarly divided between ‘‘have’’ nations and 
“have-nots.” The strategy hasn’t worked for the Russians, any 
more than it has for the Americans. It remains to be seen whether 
the Japanese do any better. 
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